From: "Ens, Amanda" || -
To: "jeffrey E." <jeevacationfi@gmail com=, Richard Kahn _
Subject: GEVI Highlights: Understanding when rnisk panty risk increases © buy the seasonal oil dip / own MEY calendar call
Date: Toe, 09 Aug 2006 15:11:57 +0000
Attachments: GEVI 0809 2016 pdf
Inline-Images: imaged 1 4png01DIFIBEETAFYFEQ png; imaged] 5png0 1 DIF IBBET3FOFELpng; imaged16pngl 1 DIFIBBET3FOFEQN png;

imagel] Tpngt1 DIF IBBET3FYFED png; image01 8§jpgt1 DIFICCBIB33830 jpg; image0 1 9pel1 DIFICCBIBA3E30jpg:
imagel 20 pe 0l DIF1CCBIBA3E30 jpe; image02 1pgt DIFICCBIB33830 pg; image00dpng (1 DIF20E2BIEIEDO. png;
imaget0Tpngdl DIF20EZB2EIEDMpng; imaged9pngl] D1F20E2BZEIEDO. png; imaged] 1pngd 1 D1F20E2ZB2ZE3EDD . pnyg;
imagel | 3pngt1 DIF20E2B2EIED png; imaged27pngl D1 F2OE2B2EIEDD png; image00 1 pngl 1 DN F20E36816A50 png;

image2pngd1 D1 F20EIGE 16AS0. png; image(2 2png(] D F20E36E 1 6AS0. png: imagel23png0] DIFZ0E368 16AS50.png;
imagel24pngil DIF20E 68 16A S0 pog

Highlights from this week's Global Equity Volatility Insights

Us: Quantifying the (bond-equity correlation) risks to risk parity
* _ Last week’s sharp sell-off in 1GBs renewed fears of forced selling by risk parity funds [Chart 1]
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#  Hence we provide a simple scenario tool to help investors assess what relative moves in bonds & equities could catalyze significant deleveraging by rules-based risk parity
funds [Chart 4]
+_ For example, a -2% daily decling in the S&F 300 coupled with & -0.6% fall in 10y Treasury prices (poor diversification) could trigeer a 25% deleveraging (of unlevered
notional] today, whereas a -4% SP¥ drop and +1% Treasury rally [good diversification] would generate no selling pressure, underscoring the critical role played by bond-
equity correlation in governing the severity of potential risk parity unwinds.

Last week's sharp sell-off in JGBs did net Conpaguenily, fish pasily pestiolio volstilly  Hence risk parity fursde did not de-lever

spill-over inke US Treasuries remained quite muted maberially and remain highly levered
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Europe: Buy the seasonal oil dip via bullish X-market risk reversals
Levered X-market risk reversal: Sall 1x US0 304 25d (“B8% strike) puts to fully fund 2.1x SKEP [0l & Gas equity) 25d (~106% strike) calls {indic.)
*  The seasonal sell-off in oil presents a “buy the dip’ opportunity according to cur commodity strategists who expect prices to rebownd to 555/bbl by year end

+«  BofAML strategists have turned bullish Oil & Gas equities given more CB [BoE) easing, attractive div yields and expasure to the EM recovery narrative

+  SXEP has been the worst performing SXXP sector over the last 1M, suggasting it has ample scope to rally if it is to catch up to the broader equity market (1% chart)

+  USO puts are rich vs. SKEP calls: The number of long SXEP 25d calls that can ba fully funded by selling 1 short US0 25d put is near historical highs (90 %ile since 08, 2md
chart)

= SMEP calls would have offered better value than WSO calls at current levels in terms of average historical payoffs as well as the frequency of positive returns [ﬂdﬁﬂ]

*  CSPP has purchased an outsized proportion of Energy corporate bonds and this has yet to feed through to equities according to our credit strategists 4thchart]

*+  Potential USO losses may be dampened if the recent $/0il correlation persists: Since mid-2015 oil drawdowns have largely coincided with USD weakening 1,’!“1 chart)

«  Alternative (unlevered) implementation: Sell USO 25d puts to fund fully fund closer to the money SXEF calls for early participation in any potential SXEP rally 16“‘ chart)

SXEP calls would have genersted a higher average payoll and more
frequent posilive relurns ve. B0 calls {when sized for an upfront cost
equal b the current price of the US0 M 25d put)
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The leverage provided by the X-markel fisk reversal {lang SKEF call!
short US0 put) is attractive from a historical standpaint
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Asia Pacific: Own NKY calendar call going into the uncertainty Sep BOJ

*  Trade update: Closing the NKY Aug/Sep put calendar trade opened on 25-Jul

«  MWEY & USDIPY 1Mth vols are down to ¥TD low: Pricing ina show summer

«  USDUPY 2M-104 term structure at its steepest & NKY's in its 98th %-ile since 2011

#«  BofA ML: Bod plans for 5eplé 'comprehensive assessment’ create uncertainty

«  Market expectation for the Sep BOJ in terms of fwd vol is the near its lows ¥TD

= A further squeeze in US and Japanese yields is most positive Japan in Asia

*  Buy 1x NEY Oct 17500 call, short 0,65 Sep 17250 call: Gamma neutral, long vol  Indicative pricing (as of 1-Aug-16, ref: 9120):
= Buy 1« NKY Oct 17500 call: 1.13% [¥187) (iv: 19.2, delta: 24%, garmma: 3.8%}
w Sell 0065x NEY Sep 17250 call: 0.66% (¥1100) (iv: 16.9, delta: 23%, gamma: 5.9%)
= Met: 0.70% [¥116) (delta: +9, vega: 0.08%)

Japanese equity volatility has dropped to YTD lows; USDJPY short-dated vol also USDJPY 2M-1M ATM term structure (1.7%) is at its 5-year high while the NKY 2M-

refraced b near YTO low levels.
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1M term structure [1.5%) is at its 98th percentils
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Current NKY Sep-Oct ATM valatility is cheap relatively to implied volatility going inta~ The Nikkei is the most sensitive to rising USD and JPY rates among Asian indices
previous BOJ meetings in 2016
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Mark-to-Market of the long 1x NEY Oct 17500 call, short NKY Sep 17250 call structure
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Week in Review: US equities at new all-time highs on upbeat employment report
*«  The 5P¥ vol term-structure steepenad materially on bower shorter dated implied wol with the 1yr-1m ATMf implied vol spread reaching its highest level in almost 4 years
[Chart 1]

Mear multi-year flat call skew on Biotech {IBB) makes long call spreads an attractive option strategy to initiate or replace long positions to lock-in profits from the recent
strong rally [Chart 2]

«  The 2016 election mowve implied by the VIX term structure is, in our estimate®, approa. 1.4%... [Chart 3|
= _which is notably very close to the typical 5PX daily realized mowve post-elections since 1928 [Chart 4]

The S5PX val term-structure steepened materially on lower shorter dated  Mear multi-year flat call skew on Biotech (IBB) makes long call spreads
implied vol with the 1yr-fm ATMF implied vol spread reaching its highest  an attractive option strategy to initiate or replace long positions to lock-

lewel in almost 4 years in profits from the recent strong rally
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